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Abstract 

This chapte~ malyses the nature of the macroeconomic pohcy 
followed by Costa Rica d l m g  the penod 1946-1994 It shows the 
expat~slon of the pubhc sector that began m the early 1950s, the 
adopt1011 of the mport-substtubon model when ~t jomed the CACM 
and the mp l  ope1 fiscal and monetaIy/ exchange pohcies followed 
clurmg the 1970s In the early 1980s Cost.. R x a  suffered one of ~ t s  
most severe economic cnsis of the last 50 years 

D u ~ m g  the above-menboned penod LJSAID gave assistance to the 
connt~y, with c1Lfferent mtenslly a t  first to finance projects and, after 
the debt crisis of the ea ly  1980s, its help was coi~cllhoned to the 
ad op tlon of stnichi~ a 1 refonns to foster sustamed and shaxd g~ ow-th 
CISAID'S fulancral assistance druvlg the dficult period of adjustment 
helped the counm maritam its pur cbasmg power, employ ment ancl 
p~oductlon levels and, thus, reduced the cost of adjustmg ancl helped 
p e s e ~ v e  Costa Rica's democrabc system 
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Macroeconom~c Policv and Structural Ad lustment 

1 Introduchon 

Costa kca 's  economy experienced si@cant structural transformahons over the last 
ffi  years It changed fiom an agricultural one, wth two man export products (coffee and 
bananas) dormnatmg the scene, to a more &versIfied mdustrral economy During the 
snhes, the drversrficahon was stundated by Costa kca 's  j o w g  the Central Amencan 
Common hllarhet (CAChQ and by the adoptron of its strategy of regonal Import 
subsbtuhon More recently, non-trahhonal exports to non-CACM counmes has 
~ontnbuted to rncreased diversIficahon Over the penod 1946-1994 the relahve size and 
role of the State  hanged signrficantly Thus, wMe m 1950 the pubhc sector employment 
amounted to 6'0 of Costa Rxa's labor force, by 1983 the propomon was 2090 and the 
govenunent, i v h ~ h  was relahvely passive m the late 40s and early 50s, became mcreasmglv 
m\ olved m the economc process--both b o u g h  regdabon as well as by dnect partxipahon 
m the produ~hon of goods and semces 

Social lndicators Improved throughout the penod In 1950 Me expectancy at bn-th was 
59 \rs but by 1990 it stas 76 vrs khevements m general edu~ahon are dso notonous 

h o m e  mequahtv has remamed moderate and pohbcal stab&@ strong m spite of the 
e~ternal shods that afTected the economy dunng that penod (see Gonzalez-Vega, C and 
1 H Cespedes 1993) The development process fiom 1950 to present has not been 
smooth--on the contrxs, sigruficant changes have tAen place m the bas i~  rules of the 
SOLIO-e~onom~ game ("model"), svhtch are analyzed m ths chapter 

Sect~on 2 explms the logx behmd macroeconormc adlustments (both of a stabhzabon 
and structural nature) and hghllghts the charactensbcs of the pohcv m x  chosen by Costa 
h ~ a  dunng the penod, whch led to the structural transformahons that took place fiom the 
late 1940 s, when US financial and techrucal assistance through AID s predecessors began 
to m d e s t ,  to the present Setbon 3 presents the general nature of U S D  s cooperabon 
nith Costa h a  dunng the last fifty Years, its rabonale d u n g  the ddferent penods and 
~numstances and the cond1honaht~7 that accompmed it 

Se~tlon 1 elaluates the relebance of the m m  projects and programs u n d e d e n  bj  
US 4ID m Costa &ca over that penod and analyses how thev favored, opposed or dela~~ed 
the adoptlon of the marn pohcies that led to the structural transformabons that the net\ 
snworunent called for The sechon also presents the mam lessons learned and mahe some 
re~oinmendahons of pohhcal mportance on thrs respect 

2 The Chanmg Nature of Macroeconomc Pohcv 1936-1994 

Countnes  mot spend more than thev produce unless  the^^ are ivlllmg to loose 
international reserves or mrease then foreign mdebtedness 4 countn s total expenditure 
rlko Lnonn as d~sorpt~on consists of the sum of consumphon and mbesbnent, both pubh~  
and pmate In general when absorpbon exceeds the country's gross domeshc product 



(GDP) the excess reflects m a current account deficit, whch has to be financed by capital 
inflows or h j  a loss of reserves 

Countnes rnav face macroeconormc desequhbna (e g , absorphon exceeds GDP) due 
to unfavorable events outs~de theu control, such as floods and droughts w h ~ h  reduce then 
producbon levels or detenorate therr mtemabond terms of trade However, most of the 
desequllrbna f a ~ e d  b j  developmg countnes obey to causes that m pmciple Lan be 
controlled b~ thelr authonhes hgh fiscal defic~ts relahve to GDP w h ~ h  crowds out pnkate 
fmancmg, represswe fmancld pracbces, eripanslonaw monetm pohcles or overvaluatlon 
of theu Lurrencv, whch translate Into cap~tal fights and unbearable current account 
defi~its, to menoon but a few adverse effects Sad dsbdames Lan be of a temporaw 
nature m whlch case the authonbes may choose to $r~mlce them, or long lastmg, w h ~ h  
 all for maLroeconomc al&wti?~ent The purpose of the macroeLonomc pohc~es m the 
latter case IS not necessmly to e b a t e  the countrv's current account deficrts, but to b m g  
them down the levels ~onsistent wth  the normal, sustmable, expected ~apltal inflows (see 
Atta h U s ,  C and R Nallary, 1992) 

The honzon for inacroeconormc adlustments can be short or long term Short term 
(e g 18 month) programs, also hnown as ~ t u b i l ~ z ~ ~ t ~ o n  jlrogram take the GDP level as 
gnen and reh heawhr on achons to control absorpnon, so that it comcldes wth the 
a~rll1abht-r of elternal fmancmg The purpose of (longer term) adjustment programs, also 
Lnonn as A trlrctlrrnl m'ptinent programs is both to ~ontrol absorp~on to expand 
producbon 

Stabhzabon programs act upon the Merent components of absorption i e 
~onsuinptlon and mlrestment, both pubhc and pnvate Tjplcal acbons on h s  respect are 
the onec amed at reducmg the fiscal defic~ts (e g , revenue mcrease and expense reduction) 
~ n d  measures to control undue monetw elpanslons wluch, mdlrectlv, act upon the 
current account balance through lmports of goods and semces The a b o ~ e  achons are 
~ o l l z ~ t n  eh h o n n  as ey7endztzu e re~krczng However, authonbes lnav also want to adopt 
expen~lzt70 e s~trtckrng pohcies (such as real exchange devaluabon or mcreases m tanffs) 
n h ~ h  influence the current a~count b ~ l  stunulatmg local produchon at the elpense of 
Imports De\ aluations compahble with the mflation rnerenhds, between the adjustmg 
countn and its marn tradmg partners, ~onsbtute ac~epted mechmsms to curb ~urrent 
ac~ount hsbaldnces, but hgher tariffs are not, because thev mterfere wth mtematlonal 
trade and thus reduce global output and welfare m the medurn and long term 

The Internattonal hlonetars Fund (TI\@) is, from the frnan~lal and techcal  pomt of 
lien the leddmg mult~lateral agemy dedmted to assist developmg countnes m ther 
st~b&zrltlon efforts 

Structural adjustment programs a m  at mcreasrng the countn 's prochctzwn (1 e , to 
obtam more output from a gwen stoch of resources) and at enhancmg capral forn~atzon 
Xlcasures drected at the removal of Qstorttons, m areas such as mternattond trade, the 
financial sjstem and the pubhc se~tor, and at the creatlon of a fa1 orable enmronment for 
pmate mwstment are common components of structural adjustment programs Mien 
structural adjustment programs mvolve sngruf~~ant tanff reductions, ~ v h c h  put pressure 
upon resen cs the) are commonl~ accornpamed by structural adlustment loans (S a s )  
fiom multhteral agencies, to help the adlustmg ~ o u n t n  bndge the gap between demand 
and supph oi forelgn exchange without h a m g  to recourse to large de?aluations 



The general approach adopted by Costa Rxa to balance aggregate demand (absorpbon) 
wth supplv (GDP) and evternal hancmg, has vaned over the last fifty years Dunng the 
fust haE of the penod the pubhc sector finances were reasonable balanced and the 
oc~as~ond  negabve swrngs m current account brought bv changes m ~ t s  terms of trade were 
dealt drecth--w~th dual exchange regunes and Import controls As from the end of 1970s, 
fiscal &sbalances and external shock became more acute and the correspondrng 
adlustment tended to rely more on mduect expenhture reducmg and expenditure sw~tchmg 
meawes 

The followmg paragraphs analyze the man  penods of Costa kca 's  recent economc 
hston Thev present the general nature of the mternal and exqernal changes, how they 
f i e ~ t e d  the most mportant macroeconomc vanables and the pohaes adopted brr the 
authonhes 

2 1 Pubhc Sector Expans~on 1950-1961 

In the 1940s lrnportant reforms took p l a ~ e  m Costa h c a  In the early 40s an advanced 
sowal secung scheme was adopted, hgher educahon was stmulated bv the creabon of 
Lhversldad de Costa Bca Commerc~al b a g  was nahonahzed m 1948 and a nen 
~onshtution, ~ v h c h  entrusted important new funchons to the State, was adopted m 1919 

In 1950 Costa h c a  was a rural open economy that depended heady on two export 
uops banana and coffee, whch together accounted for 97O/0 of the export revenues The 
balance of trade showed a surplus equvalent to 6O/o of GDP m 1950 because mports were 
not Ten hgh The countw's populabon was only 858 200 m 1950 but its growth was 
hgh ( 3  4'0 per year) Costa R m  s per caplta GDP amounted to about US$250--whch 
ma\ seem Ion but was lugher, and more evenly dstrrbuted, than that of other Central 
hnencan countnzs The man  economc sector was agriculture, whch accounted for 
4 1 Oo of GDP and 55'0 of the emplovment (17s 1390 of GDP and 1 l O o  of employment 
 on tnbuted bv manufacturing) 

The pubk sector consisted basically of the Central Government, whose revenues 
amounted to 9 j O o  of GDP and even so managed to operate with a small surplus The 
oble~t~he of the gownment m the early 50s was to operate with fiscal balance and a stable 
Lurrencjr Pubhc servants consmuted only 690 of the labor force, the pnvate sector was by 
far the largest emplo~ er, and the economy basically operated under fdl emplovment 

The growth of the economl dunng lhe 1950s was pos~trve but htghlv vanable Over the 
penod 1950-59 the real GDP grew by 64% but there were years (1955 and 19%) when 
gro~vth was negabve Due to the high populaoon growth, the per caplta mcome onlv 
Increased bv 19O0 dumg that decade During the penod 1950-60 the average annual 
ln£labon rate was -0 5Oo an4 ~onsequently, the euhange rate remamed unchanged (at 
the level CR $5 60 = US$1) throughout the penod 

4 (short In ed) LIVII war m 1948 brought to the pohbcal arena a new group of rmddle 
dass sod-democrahc leaders whch favor State cl~rzgrsme l h s  group, ~ v h c h  later 
constituted the htghlj mfluenhal Part~do hberacion Nauonal (PLN), natlondzed the 
b&g system m 1938 and began to expand the role of the State through the creahon of 
de~entrahzed (' autonomous' ) mshtuhons whch soon became large employers Ths  acts\ e 
role of the State nas m a w a ~ ,  welcomed because the hgh popdabon growth translated 



mto hgh demand for social semces, such as educahon, health and mfkastructure and 
pressed for more emplo~ment opportuIllhes (4t  the mternahonal level a s d a r  
in01 ement took place The Charter of Punta del Este, signed m Urugua~7 m 4ugust, 1961 
amed at mcreasmg the rate of econormc growth m even7 country of Lam 4menca bv not 

less than 2 5 percent per capita per year and to mAe the benefits of eLonormc progress 
alrulable to all cihzens of all economc and social groups To tlus end participatmg 
~ountnes agreed to Introdwe nahond programs for econormc and social development) 
'\Ian\ autonomous mshtuttons (e g , ICE, N U ,  ICT) were created m Costa Rtca dunng 
the 1950 s 

Toitards the end of the decade, the mternahonal pnce of coffee began to fall to ven 
Ion levels, the terms of trade detenorated and the trade a~count detenorated sharpljr (c f ,  
1 argas I' R and 0 Saenz, 1994) The need to h e r s &  the economj7, at almost any ~ o s t  
began to g m  pohticd unportance 

Forced mdustnahzabon through protechve barners and other measures, had been 
re~omnended b~ the mfluenhd Umted Nattons Economc Corrmussion for Latm b e n c a  
(ECL 4) , under Raul Prebish leadershp, smce the early 50s The adoption b~7 Guatemala 
and El Sdx ador of specfie legslabon to favor mdustnahzabon and the sigmng, m 1958, of 
the Vultllateral Treatr on Free Trade and Central Amencan E~onomc Integratton 
4ugested that the adoption a new economc model \+as not too &stant 

In 1963 Costa Fhca ratified the h4ulhlateral Treaty and, under pressure froin the 
kennedl 4drmrustrahon m November of that itrear formally lomed the C4ChI and 
adopted the mstmments of mtegration whch promoted a strateg of lrnport subshtution at 
the regonal Ie~el  The rules mphed free trade among the Central h e n c a n  partner 
~ountne \  and prott~tn e b m e r s  from all other regons, ~bhlch created an mtl-elport bias 
to the extent that sales to the C4ChI were much more profitable than those drrected to 
extra-C 4C91 markets Income tax benefits and soft cre&t to the mdustnahsts completed 
the s~hzme 

E~ports of manufactured goods, ~ v h c h  m 1963 consbtuted a mere qOO of total exports 
g e n  to 28O0 m 1977 and most of them were exports to other C 4ChI countries 

BJ 1963 Costa Fh~a  s populahon was GO0/o h&er than m 1950 and real GDP per 
~ a p i t a  had inc-reased b\ 22O0 The share of agriculture m GDP, as rtell as m emplo\ment 
had d e ~ h e d  to 25O0 and 50°0 respechvelv The share of the pubhc sector m both GDP 
and especiah m einplo~7ment mcreased slpdicantl~7 L W e  emplo~rment m the pnvate 
se~tor mueased less than 1 3 tunes over the penod 1950-63, pubhc se~tor emplolment 
trebled 

Both Central Go~ernment revenue and expense grew (m terms of GDP) between 1950 
and 1963 Honeler expenses grew faster than revenue The importance of the 
dz~entrahzed portion of the pubhc sector also began to grow dunng the penod 

In tht first half of the 1960 s large pubhc sector expendmu-es (m power generation, 
telecoinmum~at~ons and, especially, tramportahon) helped the economv mamtam adequate 
growth rate\ Gross domeshc mvestment mcreased from 19Oo of GDP m 1960 to X O O  m 
1972 of ths one t h d  corresponded to the pubhc sector Pmate mwstment m the fmt 



half of the sLxhes corresponded mostly to mdustnal expansion mcenhvated bv the CAChf, 
n N e  dumg the second half the expansion of banana programs explms most of the 
m~rease m pnvate mvestment 

Dunng the penod 1950-1963 Costa hca 's  nnports of goods mcreased 17090, whde 
exports gren by a mere 7U00 The combrned effect of h s  was a trade deficit of 6Oo of 
GDP (compared to a GOO surplus m 1950) The share of coffee and bananas m export 
re\ enue fell to 72O0 (from 97'0 m 1950) 

Costa hca ' s  mvestment and growth acheveinents dunng tlus penod were accompamed 
b~ qenous f i s d  and balance of payments' ckflicult~es, because Internal samgs d ~ d  not 
compensate for the level of aggregate demand (absorpt~o~l) Thus, the country had to 
depend on fore~gn savmgs to a signtficant degree In 1971, when a record was reached on 
ths  respect, forelgn samgs financed 4390 of Costa Rxa's mvestment Dunng the decade 
thz government was responsible for most of the savmgs-mvestment gap 

\'imous factors explm the madequate pubhc savmg performance Fmt, the 
c o m t m e n t  of the gobernrnent to provde phvslcal infrastructure as well as a nsmg level of 
pubhc semces to a population that grew verv fast Se~ond, the tax base was severe17 
undenmed by the fiscal mcentwes granted under the C 4CM scheme Thxd, the pnces of 
goods and senilces supphed by State-owned enterprises (SOEs) d d  not always reflect the 
full cost of then producbon 

Other factors, bes~des the low levels of Internal savmgs, explam the balance of 
pa\ ments dd3culbes The excessive dependence on exports of agricultural products, whose 
prim are sublect to wolent fluctuahons, constrm the capaclty to unport and the ahole- 
mentioned pattern of mdustnal development, based on Imported mputs, mcreased the 
n ~ d l t i  of Costa Rlcd s balance of trade 

The share of manufactures grew to 19 zO/O of GDP m 1972 (v.s 13 2O0 m 1961) TIus 
produ~t~on was ~on~entrated on the finrslung ("eas~ ) stage of manufiturmg opernt~ons 
n ith Ion added-\ alue The proporhon of the labor force emplo~red m manufacturmg did 
not mamtam pace wth the mdustn's output, for the mdusttlal produchke process was 
~ap i td  mtensn e BJ 1971 the strateg of regonal unport-subsbtutmg mdustnahzahon 
began to shon sass  of dunuushg returns, mtemabonal tenns of trade had detenorated bv 
I 0-1 er the prevous decade, the foregn trade surpluses of the  earl^^ 1950s disappeared 
and Costa k c a  s balance of payments accelerated 

2 3 Ed-mustion of the Import-subshtuhon Model and Debt Cns~s 1972-1981 

B7 1972 Costa Fbca's population and per cap~ta GDP were tswe those of 1950 In the 
1970s simcant external (mostlv od) shocks took place and the terms of trade of most oil 
rmpol-img countries detenorated However, m the case of Costa Rrca unportant mcreases m 
the mternnt~onal pnce of   of fee compensated, dunng the mddle of the 19711s, for the 
hgher 011 pnces External co~nrner~ial financmg k a m e  abundant wth the recy~ling of 011 
dollars b\ OPEC members Costa Rxa took "advantage" of ths  and mstead of acljzrstrng 
mternal absorption to a detenorated external enwonment, chose to finmce its external 
deficit Pubh~  sector external debt grew from 58O0 of GDP m 1970 to 179O0 m 1989 
(1 ?]gas T 1990) 



Central government had grown considerably Bv 1980 revenues had mcreased to 2Q00 
of G IP (from 1 3O 0 m 1973) The decentraltzed pubbc sector  onfo formed b~ autonomous 
mstltuhons and SOEs) had become as large as the central government Labor force had 
doubled from 1950, but wMe pnvate sector emplo~lment mcreased 1 8 tunes smce 1950, 
that of the public sector mcreased 1 9 tunes Pubhc sector emplojrees represented 15O/0 of 
the labor force and thm m o n s  became important pressure groups whch rendered 
dficult the balmcmg of pubhc sector finances m tunes of adverse external shock Thls 
led to meffiuency when resources became scarce, the bureaucracy was protected at the 
expense of the theorehcal beneficianes of theu achwhes 

In 1972 the Costa Fhan Development Corporahon (CODES4) was ~reated under 
~orporate law to promote mvestment m hgh-nsL, capital-mtensive projects It was gwen 
du-ect access to Central Bad creht and was not constrmed by most of the formahtles 
which apph to public mshtubons CODESA's achwbes grew very fast and demanded 
lncreasmg shares of the b a n h g  system's credrt Its operahons were unprofitable and the 
pressures to close it became unbearable 

Dunng thts penod the authonhes &d not assign to the exchange rate its real function 
Thus, m spite of mmor n o ~ d  devaluahons of the Costa hcan  Colon ws-u-.r7~~ the US 
Dollar m the ea -1~  1960s and m d  1970s, the exchange rate pohcy s~sterrzatzcall~ favored 
o\enaluahon of the Costa &can currency In the second half of the 1970s the real 
effect11 e rate (nhlch tdes  mto conslderahon the domeshc pnce mdex and that of the US, 
costa I i r~a  s man tradmg partner) detenorated almost 20°0 ('ITlorld B a d ,  1980, p 88) and 
tlus falored mports at the expense of exports The dz~ rgr~t cre&t pohcy c m e d  surular 
problems real mterest rates remamed negative for some of the vears dunng the 1970s and 
~ ~ e d ~ t ,  tkhl~h was targeted to a great extent, was heady concentrated m powerful, 
lnfluentlal groups 

In the ewh 1970s the government mtroduced the Certficado de 4bono Tnbutano 
(c AT) to compensate for the anb-export bias, generated b~ the p r e ~ a h g  rules, and to 
CnLouragz exports of non-tradtlonal goods to extra-CACRI countnes The C 4T consisted 
01 a negonable tax credt for up to ljOk of the f o h export value The use of CAT gren 
d r m a h ~ a l l ~  from less that US$0 5 d o n  m 1973-73 to about US$lO d o n  m 1977-78 
C 4Ts also pro\ e =cult to manage and the fiscal mpact of them became unbearable m 
thz earh 1990s-when thelr concession was elmmated 

In the late 1970s several adverse external circumstances affected Costa Rtca s 
e~onoin\ coffee pnces dropped to their usual level, the demand for exports deched with 
the norld recession mternat~onal mterest rates (e g , Pnme Libor) sbrocheted, the 
polu~al  (and econonuc) c h a t e  m most Central b e n c a n  countnes detenorated, exports 
to the area disa~celerated and both domeshc and foreign mvestrnent, and lendmg, deched 
Ln S U L ~  ~lrcumstances the sustamed fiscal Isbalances, and the excessive absorphon of the 
z ~ o n o i n ~  turned mto the most severe economc cnsis of the last 50 v e m  

The Cmazo Admstrabon (1978-1982) mstead of adjustmg the mterna. demand to the 
pre\ a h g  cucuinstances chose to finance the external Isequhbnurn, whde external credit 
nas stdl a\dable P u b h ~  sector external debt relabvt: to GDP almost tflpled from 1978 to 
1981 nhzn the countn suspended external debt pavments The pubhc sector turned to 
mternal fmmmg, n h c h  croikded out pnvate mxestment, produ~hon stagnated and 
unempIo\ment doubled to reach for the f is t  tune m manJ years nornsome Ievels The 
~onsumzr pnce mdex mueased 6j00 m 1981 and 90°0 m 1982--unprecedented levels b\ 



Costa h c m  standards The elchange rate detenorated and mulnple rates and exchange 
controls followed 

2 4 The B e m g  of Structural Adlustment 1982-1993 

The forces that brought the econormc cns~s of the early 1980s were of a structural, not 
conlunctural, nature The temporary mcrease of od pnces and the nse m mternatlonal 
Interest rates whch took place m the late 1970s merely accelerated the crisis, but hardly 
~aused it The ekhaustlon of the ~mport-subsbtubon model and the structural fiscal 
disbalmces, wlmh can be corrected wth  domes& pohcies, were to blame for most of the 
cnsis 

In the late 1970s the need to m o w  the basic econormc rules (1 e , model) was alreadv 
hghhghted b~ mult~lateral mstrtubons (see The World Bank., 1980) and local t h d  tanhs 
( C  f 4hTE 1979) However, those recommendahons were ignored by the Carazo 
~ & m s t r a b o n  on the grounds that the souo-polttlcal problems that were expenencmg 
other countries, partrcularl~7 Ni~aragua, could d e s t  Costa h c a  If the government abruptlv 
changzd the rules of the econormc game 

In 1982 Luis LUberto hllonge, fiom PLN, was elected President of Costa Rtca with an 
ample malontv of the votes The solutron of the econoimc problems became a pnono of 
h s  agenda In splte of h s  social-democranc, mtervenhontst, formation, hlonge favored the 
adoption of structural refonns Those reforms w e d  at stabhzabon (and were Included m 

stmd-b.r agreement mth the MF) as well as structural adjustment The measures 
mcluded m the structural adjustment program (rvhch mas used to support a loan from the 
11 orld B a d )  had to do with t d  reduchon, control of pubhc sector elpend~ture 
ehmahon of certam subsi&es, adoptron of reahst mterest and exhange rates, pnvatizahon 
and others hlonge s reforms were backed by s~gndicant capital mflows, fiom multdateral 
mst~tutions a? neU as from US 4ID Tlus mflux contributed to reduce the (soc~al) pam that 
the neLessan strong adjustment would otherwse have unphed 

The followmg ad~mstrahons (1 e , h a s ,  Calderon and Figueres) contmued the 
structural reforms lrutlated m the early 1980s and eltended them to the financial sector, 
safeh net elport promohon and sustarnable growth 

3 The Nature of US LUD s Assistance to Costa h c a  1946-1993 

US 21D s finanud and techcal  assistance to Costa h c a  has pursued Merent 
oble~tlves dumg the drfferent stages of econormc development of the country For the 
purpose of ths studj US 4ID's ~ooperabon ' c v l l l  be dmded Into four Merent penods 

1936-1 961 Techcal  4ssistance 
1962- 1972 b g h  Development 
1973- 198 1 4lleclabon of Poverty and Basc Needs 
1982- 1994 Stabbzabon and Stru~tural Transfoma~on 

CS VD s financial ass~stance to Costa Rtca started m 1952 From that year to 
1961 the asslstan~e amounted to about US$21 milbons, of whch half consisted of 
donationc and the rest nere soft loans Dunng that penod US W D  md lBRD (LT orld 



B a d )  were the two major providers of external funds to Costa h c a  US 4ID fundmg 
was drected to the financmg of spe~lfic projects, specially m physical m.frastructure 
ivhlch not only was very much needed by Costa Rca but also had a strategc d t a n r  
mterest for the Uruted States The construcbon of the Costa hcan Interamencan 
B g h w a ~  the Juan Santamana Intemahond h p o r t  and the unprovement of the semces 
rendered bv the Paclfic Rzulway are examples of t h ~  collaborahon A d  was also dnected 
to agn~ultural extension semces and samtahon programs, m e d  at erahcahng certam 
de~eases 

\-'i ith the creabon of the AUlance for Progress, m late 1961, the Kennedy 
Admuustration assigned great importance to Latm Arnen~a Dunng the ten years that 
compnse the penod h o w n  as H~gh Development, USAID s assistance (part of svhch 
consisted of grants) mcreased to some 16% of Costa hca 's  export rewnue The general 
nature of ths  assistance was s~mtIar to the one dunng the first penod US 41D s h d m g  
contmued to be s ~ ~ c a n t  but began to loose unportance to that supphed by the World 
B a d  and the Internanonal Development Bank (IDB) 

From 1973 to 1981 the amount of financmg (mcludmg grants) supphed bv 
US ZTD to Costa h c a  decreased s~gmficantly--to no more than ten percent of total 
elternal mflon, and much less than that m terms of Costa kca7s  export revenue IDB 
and the Li orld Bank became, m that order, the man supphers of external funds to Costa 
R I L ~  US and multilateral hancmg and grants were duected to projects considered 
pnonh b~ the countw and bv the respectwe agenues They were not ven m u ~ h  
~ o n ~ e r n e d  wth ~ond~borung then assistance to the adophon of structural reforms b~ 
Costa h c a  

Pubh~  se~tor debt wth commercial banks became an unportant (and dangerous) 
s o u w  of foreign ex~hange dunng thts penod In the late 1970s7 US LUlD was senoush 
~onsidemg the posslbhtv of facmg out its actmttes m Costa h c a  However, the 
einergenL1 of the econormc cnsis of the earl~l198Os changed US 4ID s percephons 

'B\ 1981, [Costa Rxa s] foreign exchange reserves were e\hausted, and the 
attempt to lnamtam real mcome collapsed Per caplta GDP de~lmed by 1 Goo from 1980 to 
1983 Inflation elceeded 10090 b~7 md-1982 Real wages plunmeted m 1981 and 1982 
ewn after some recovers m 1983, they were only 7g00 of the 1980 level BJ 1982, 
unemnplo\ment and underemplovment rates had doubled to gO/O and 14O/0 respectlvek 
( L S V D  1988 p 2) 

Tlus situahon, along with geopohbcal considerahons regardmg the troubled 
nelghbomg Vicaragua, whose mstabhnr codd  ont tam mate Costa h c a  If its economx 
~onhttons mere alloned to detenorate, prompted US 41D to reachvate its fmanud actnlh 
m Costa %La 

4nother fa~tor  whch explam the renewed mterest that US4ID showed m Costa 
Rxa ~ 3 9  the re~ommendabon made by the Nattonal Blpartssan Comss ion  on Central 
h m ~ a  (YBCC4 or fissmger Cornrmssion) In earh 1984 the hBCCA proposed 
elpanded economL assistance to the deinocratlc countries of the regton m order to 



1 h e s t  economc deche and promote stabrlcatron 
2 Promote sustmed eLonomc growth through structural trans- 

fol matron 
3 In~rease eqwtv and spread the benefits of growth, and 
3 Strengthen dernocratlc rmtztutro~~s and processes 

The above otyecbves were adopted by US 4ID m Costa h ~ a  (c f , USAID-COST 4 
RIC 1, 1990, p 1) and ~1gnrfjcant amounts of external resources, mos* as grants for 
balance of payments support, were brought mto the country as from 1983 The a d  levels 
averaged USS163 d o n  per year fiom 1983 to 1988 USAD'S fust step was to help 
control the detenorahon of economc variables through the mjechon of suable amounts of 
hard cwrenL7 to support balance of payments requuements By so domg the volume of 
unports should not have to fall abruptly, lowenng the possib&hes of reactwatmg the 
produ~tlve capaclts of the countrv, and the exchange rate &d not need to mcrease much 

The sumnars descnpbons of the grants gven to the Government of Costa %ca m 
general read U e  the folloulng text, whch IS taben fiom US41D7s Program Assistance 
Appro~sl Document (P 4 D), proiect 5 15-0222, dated June 2, 1986 

'The purposes of the [Economc Support Funds-EFS] are to 
proude balance o f j m  n~enfs s ~ p p o ~  f to A I D stabfizatlon 
efforts m Costa h c a ,  to encourage pohcv and structural 
changes turned at re-estabhshmg d~marmr, growth m the 
eLonom1 through mcrea$ed exports The [US$LU] grant 
n h ~ h  WIU be signed with the Government of Costa k c a  
nlll consist of a cash transfer to the Central B d  of 
Costa Rxa, the dollar eqwvalent of wvhch ~vrll be made 
a\allable for sale to pnkate produ~ers Imports from the U S 
of raw materials, mtenned~ate goods, construction matenal, 
~ a p ~ t a l  equ~pinent and spare parts m an amount at least 
equaI to the grant ivdJ be reqwed 4n amount m local 
czrrrem eqwvalent to the grant wdl de depos~ted by the 
Central B a d  m [a] Spec~al Account Disbursements of 
lo~a l  curremy fiom the account wrll be made pursuant 
to unplementation Ietters for the m titiraI!,v agreed-rcpon 
'/el elopmenf prrrpohes specified m the PA 4D ' (Itahc~ 
added) 

These grants for "balance of payments support' p r o ~ d e d  dollars whch the Central 
B a d  would sell to local entrepreneurs, to  pa^ for imports they needed from the U S Each 
tune the Central B a d  receibed a new mfusion of US Dollars, an equnalent amount of 
10~d currenc) (Colones) was deposited m a Special 4ccount The colones of ths account 
nere owned b~ the government of Costa h c a  (GoCR) and allocated for development 
purposes b~ lomt agreement of US 4ID and GoCR 

Duilng the above-menhoned penod of "Strlhhzahon and Stru~tural 
Transionnation' the four objecbves underhed by the NBCC 4 were pursued bv US 4ID- 
CR n ~ t h  dlrect allo~at~ons of support funds, as follows 



3 1 Frst target Economc stabhzabon 

Between 1982 m d  1989 US 4 D  made avrulable to Costa h c a  US$1072 d o n s  m 
Econormc Support Funds (EFS) 4 cons~derable part of those funds were donated to the 
Central Banl, to help it reduce its losses Also, other funds were assigned to service 
cODES4 s obhgahons ~wth the Central Bad Those two aaocahons (whch were m 
euess of CRCols 20 000 &on--or 7% of the average GDP during the penod) were b~ 
tar the largest ones and were not accompmed by local currency reqwements-the purpose 
b e h d  them was to help the stabhzahon efforts of the GoCR 

In order to mamtam a reasonable level of creQt for the pnvate sector dunng the 
penod of econoim adjustment, several "creht h e s "  were opened w t h  the Central Bank, 
and channeled through pubhc and pnvate banks, with funds supphed b ~ r  US4ID The 
amounts mvohed were sigdi~ant  as well 

3 2 Se~ond target Promohon of sustamed growth through 
structural adlustment 

L o ~ d  m=renc\ fund were made avrulable for the creahon of Coahon Costarncense 
de Iructatnas para el Desarrollo (CINDE), a non profit pnvate orgatuzabon dedicated to 
prolnotz econoiruc growth CINDE is engaged m export promohon FUNDEX, w h ~ h  
undertakes export-onented actrvlhes, also recewed h b g  from ESF local LurrenLy 
~omponent 

Funds were also asslgned to help the GoCR Lamr the pubbe sector refonn program 
To thls md s~zable amounts weie assigned to the 'labor moblhtv program whch helped 
p a  sz\ eranLe to pubh~ senants that accepted transferen~e to the pnvate sector Fmancmg 
to the pubhc sector reform progam, as well as to hlrtustn of Elports (hlll[NEh) to support 
elport and m\estment promobon efforts, fall m th~s category Dfierent projects m the 
arras of energ, natural resources, financ~al system reform, free zones and roads were also 
fianced bj US IUD grants 

3 3 Thlrd target Increase equty and spread the benefits of growth 

Lnder th~s  categonr7 the largest contribution (some 3*/0 of GDP) !tent to finance the 
estabhslung of Escuela ,\gncola de la Regon Tropi~al Humeda (EmTH), whch is 
engaged m t e a c h g  agriculture at the undergraduate level wth the method " leamg bv 
domg The students that attend EARTH come f?om all Central Ameman countries 

Banco fipotecmo de la Vivenda (B 4 W r )  received sigdicant fimdmg from 
US W to strengthen the financmg of low housmg (and mortgage d~scount) through pubhc 
and pn\ ate enhtles Funds were also made avdable to lrnprovmg the q u a h ~  of general 
elementan education (through the pubhation of books, support of computer hteracj 
programs and remodehg of pubhc schools) 



Funds were made avadable to Caja del Seguro Soclal (CCSS) to rmport medmnes, to 
4CORDE to lend to NGOs that l i n m e  rmcroenterpnse, to f d v  planrung programs and 
self-help cornmurun projects as well as rural development Foundahons ded~cated to the 
preservabon of the enwonment (e g ,  Fundacion Parques Nacionales, Foresta and 
Keotropica) also benefited from USAID h d m g  

3 3 Fourth target Strengthen democrabc msbtubons and processes 

Smce Costa f ica is one of the most vlbrmt democracies of the developmg world, 
US UD s actions to promote democracy have been b t e d  However, local currencl ES 
funds were used to finance scholarshp programs (at undergraduate and graduate level as 
\$ell as short-term studes) abroad that benefited many Costa hem, to help rase the 
professional quahly of mshtuhons that operate m the area of Jushce (such as Jnsbtuto 
Latmoamencano de Prevencion del Dehto, LANUD, and the Interamencan Insbtute of 
Human fights) and to strengthen the cooperahve movement m Costa Rxa 

Pnvate unn~ersibes and other l e m g  mshtutes (e g , U 4CA, INC 4E, CI 4P 4) 
re~ened funds to finance the pubhcahon of book on classic democrahc topics, that were 
to be sold to the pubh~  at subs~dued pnces and to conduct achwbes whch helped the 
mvestment c h a t e  and the democrabc system 

3 5 General Cond~bonahty 

h d  dunng ths  penod of Stabhzahon and Structural Transfonnabon was heavrl~ 
contlrrroneJ to the adoptlon of structural reforms In tlus sense it W e r s  s~gruf~~antlr from 
preLrous grants and soft loans, ~Srhlch took the stutzt~ quo and the authonbes p o h ~ ~  
choices as gnen The ~ondhonahly of US4ID's financmg was crossed rwth that of 
multdateral agen~les, mostly h@, World B d  and IDB 

CS 4ID and othzr donors were by then fully aware that Costa F&a could not 
depend on trad~t~onal exports only, and that non-tradbonal elports to non-CAChl 
~ountnes should be encouraged US 41D condihoned its grants to the adophon of pohcles 
that 

(a) help modemzc: the finanaal system, 
(b) allowed reahshc merest rates to operate, 
(L) assign the foreign exchange ~ t s  marhet value, 
(d) promote the hberabhon of the economv (through t d  dismanthg 

and mternd pnLe de~ontrol), 

(e) a m  at r e f o m g  (1 e , modemmg) the pubhc sector, mcludmg 
pnwtizahon of SOEs, Improve the cbstnbuhon of benefits of 
economc. progress among the dxfferent members of society, and 

(f) help a ~ h e v e  sustmiible macroeconomc stabfity 

Part of USUD econormc suppapt faclhties @SF) was used to lndu~e speclfic 
reforms m the fmanc~al se~tor, almed at the above objecbbes and at strengthemg pmatr 
h a n h g  m the ~ o u n t n  (€11 for example, gwen them access to short tenn deposlts and to 



the redwount fiom the Central Bank) Funds were condboned to the comphance of the 
countn nith deficlt-reducmg targets agreed upon wth the IhE and wth structural reforms 
( S U L ~  as tanff reduc~on, export promohon, CODESA's drveshture, pubhc sector 
downsizmg and labor mobhty targets) agreed upon with the World B a d  and IDB under 
strutturd adjustment ]oms 

4 US LilD Impact on Costa hca 's  Development Over the Last 
Flftv 1 ears 

It is ven7 d~£6cult, If not unposslble, to assess the Impact of a smgle vmable (m th~s 
case US %ID techcal  and, specially, financial assistance) upon the growth pattern of a 
~ountn, over a long penod of tune The k t  reason for tlm IS that the exercISe should 
compare the (actual) case 'hrlth USAID" mth the (theorehcal) situabon "without U S m  
The latter would probably not be one case but a set of possible scenarios The second 
reason IS that growth is tondboned by manjr variables and it IS hard to smgle out the effect 
ambutable to anv one of them In spite of the above h t a h o n ,  the author of th~s porbon 
of the studv ~onsiders that the followmg conclusions are reasonably vahd regardmg the 
lmpa~t of US LUD on Costa h c a  s development over the last 50 years 

The first conclus~on from the study IS that the role of US4ID m Costa h ~ a  has to 
be dn~ded into two penods pre-debt cnsis and post-debt cmis The first covers the penod 
1936 to 1982 and the second 1982 to present Dunng the first penod US 4ID 
~ollaborabon with Costa h c a  was based on the idea of prqects, such as the construchon 
of hghwa~s,  axports decease and poverty fightmg and agricultural extension Said Joe 
S ~ o n ~ e ,  US4ID-Costa Mssion Dxector 1974-1977, when mtemewed m July 1995 
b~ h4i T hl Fox ' LUD spent httle effort on macroeconomc concerns dumg tlxs penod 
Its f o ~ u s  as that of 41D-11 ashmgton, was on poverty" Mary Kdgour, Program Ofiker, 
1978-1981 recalls that "There was no mssion economst, and httle attenhon was gwen to 
inaLroeconoim Issues or p o l t ~ ~ ~ m a h g "  

Infonnabon regardmg USAID s actmhes d m g  the first penod, pnor to the debt 
Lnsls IS the sublect of a n a l ~ m  bv experts m the respethve areas (e g , agriculture, health, 
mrifrastructure) whch is presented m other sechons of h s  study Those attmhes were 
ctrongh fo~used on uzfrastructural prolects --su~h as the construchon of Costa s 
portlon of the Interamencan fighway and the Juan Santamma Internahonal krport-- 
nlwh, besldes helpmg the countn, had a geopohtd  mterest for the US dunng the peak 
oi the Paclfit War Bemg an agencv of the US government, USAID s pnonhes somehow 
ha\ e to tonform the pohhcd and economc plulosophy of the drfferent US ad~mstrahons 
Thus, for mstante dunng the early s~xaes the Kennedy A d m s t r a ~ o n  favored an actwe 
State partupahon m, and hecbon of, the economc process and was conmced that some 
degree of central planrung was wel~ome Tlus amtude reflected m the pressure that that 
admmstrabon elerted over the GoCR to create a P l m g  Offi~e and to jom the C 4CM m 
order to benefit from its Uance for Progress It has to be recopzed, however, that those 
~deas were also popular m costa Rsca at the b e ,  so they &d not r edv  consbtuted an 
nnpositlon The l o w g  of the C4ChI conshtuted, m the true sense of the expresson, an 
stru~turd change of Costa h ~ a n  economy, as explamed m the prewous secbons 



Dunng the 1950s and 1960s Costa Rxa econormc and social pedormance could be 
considered successful Costa h c a  was one of the few countries mthout a standrng m v  
nhlch alloned it to allocate large sums to pubhc educabon and health, whch were 
instrumental m producmg over tune a reservolr of sNled manpower and an msbtubond 
frame\\orl, that m mmjr respects was comparable to more developed countries The puhhc 
se~tor played a major role m b s  respect Inhectly it provlded generous mcenbves and 
bas i~  econormc diaestructura to stundate pnvate sector gro~vth, and by sahsfaymg a 
rapidlv g o w n g  demand for social services, it contributed to a wdespread lncrease m 
economc opportumbes and a better hstnbubon of development benefits More dlrectlv, 
the growng unportance of the p u b h ~  sector elpendture helped the economy mmtam a 
sabsfacton growth rate m spite of falls m pnvate sector actmty n s  was, precisel~l, what 
most Latm h e n c a n  countnes auned at when they subscribed The Charter of Punta del 
Este 

To h s  end, the partnpabon of US 4ID m project financmg was m h e  not onlj wth 
lo~al  pohc~ inders con~ephons, but also with the modal mtemabonal approach to 
devdopment thou& State p l m g  However, the country's mvestrnent and growth 
achwelnents nere soon accoinpmed by substantd mtemal and eltemal mstabktsr (as rf 
there is no fiee lunch ) whch contributed to the cnsis of the late 1970s and early 1980s 

Dumg the second penod (1982 to present) the emphasis of U S 4 D  financmg and 
~ o u n s e h g  to the GoCR was on (strzlctzcrcd ) reforms that could pronuse sustamed 
delelopment 4garn, m thls sense USAID'S approach was not dfierent from that of 
tnultdateral fmancld agencies such as IDB and the 'IT, orld B a d  

In Costa h c a  the elpresslon strzxtzrraI reform 1s orharr l j~  reserved for the pohcles 
m d  measures amed at downslung the pubhc sector and hberahmg the economJ These 
reiorms st~rted after the debt Lnsis Even though Costa R u n  t M  tads,  such as 4VFE 
hale fa1 ored structural reforms m the sense they are understood toda~ smce the md- 
1970s the Inam proponents of those ideas where multdateral agencies such as the U orld 
B a d  IDB and the IIIF US 4.ID msions m Costa k c a  dld not show pamcular mterest m 
~nducmg structural reforms before 1980 Thus, for mstance, m 1973 US4.D s 
De\eloprnent and 4ssistance Program for Costa h c a  even when based on a good 
dlagnosls of the problems that were m the m a h g ,  contamed the followmg " h a s  of AID 
Einphasls 4 ~gnculture, B Popdabon, Health & Nutnbon and C Sub-Regonal 
Developinent 

In hhe manner, the "Countnr Development Strategy Statement FY 1981 , prepared 
m 1979, states that "The purpose of [US 4ID'sJ assistance to Costa h c a  is to support the 
GOCR s comtlnent  and senous efforts to a h e v e  eqwtable development whch wll 
bnng lastmg mprovement to the hves of Costa h c a  s poorest citizens Those oblectlves 
\\ere hardh attamed --on the contrary, the ~ountry's worst economc cnsis of the last 50 
I ears tool, place dunng that period- because the government s plans were not based on an 
adequate dlagnos~s of the sirnabon Before 1980 the oficial econonuc decisions bere based 
on rnsufficmt~ mfomation because the government drd not even operate with a 
~onsohdated pubh~  se~tor budget Howeter, US 4.D s 'Countn Del elopnent Stratem 
Statement FS. 1984 prepared m Januanr, 1982, based on a good analvsis of the 
underhmg situation recogmzed that "The prospects for contmued unproLement m the 



GOCR s fiscal a ~ ~ o u n t s  so far dunng 1982 are not good The mcumbent government 
shows httle, If  an^, mtenbon of exercmng fiscal and monetary control for the remmder of 
its terms m office, rvhch end m May of 1982" Based on that, USAID7s Mssion m Costa 
k ~ a  reahzed that it should not t d e  the status quo and the officlal pohc~es as gwen, rather, 
it considered that 'Costa Rxa's present cnsB cannot be regarded as just a temporruy 
aberrabon or another cycllcal downturn m its economy, and its Impact n not confined to 
the purely macro-economc sphere" Thus, USAID assistance was condihoned to the 
rldophon of reforms m e d  at s t a b b g  the economy and at promotmg sustamed growth 

US also considered that there were geopohcal reasons (e g , preservabon of 
Costa f i ~ a  s democrabc pracbces IXI the face of a troubled Nicaragua) whch justkied, m 
the earh 1980s, a massive mjecbon of foreign a d  In h s  sense, USAID'S percephon was 
nght for the sevenw of an s t a b h h o n  program coupled with scarc~ty of foreign exchange 
would have been veg dllKcult 

Table 1 
USAID Assistance to Costa h c a  * 

( Comtments  m d o n s  of Current US dollars) 
Penod Amount 4verage Ooof total** 

1950-1960 11 4 1 0  42 79'0 
1961-1972 99 1 8 3 43 1 
1973-1981 72 2 8 0 9 8 
1982-1989 1072 7 134 1 30 1 
1990-1993 153 1 38 -1 34 0 
Total US $ 1409 1 

* Source hluench, S , 1995 Table 9 
** SlrnpIe average The agenues mcluded are US 4ID, 
IBRD, IDB, IFC and UN 

hlost of the pohcv reforms backed by U S D ,  and mcluded m the general 
conlhonahh (see 3 5 above), acheved thelr general purposes Thus, for mstance, Costa 
k c a  s financial s~stem was gradually modemzed with specdic regulabons adopted b~ the 
Central B a d  and wth resoluhons of the Consbtubond Court (Sah f ir) durlng the late 
1980s and  earl^ 1990s and w~th lrnportant legal reforms ennacted bv the Legislat~ve 
4ssembh m 1994-95 The trade regme was opened by both reducmg external t&s and 
b\ mternal pnce decontrol CODESA7s dweshture was c m e d  out as programmed but no 
fiu-ther pmahzahons were undertAen However, the idea of selling state entrepnses m 
order to raise funds to reduce mtemal debt has been mcreasmglj backed bv outstandmg 
members of the mam pohhcal parbes 

As far as the obletwes of achevmg s u s ~ a b l e  macroeconomc stabhty and pubhc 
~ector reform are concerned the results have been mned The different admmstratlons 
have shown signs of fiscal restrmt at the begrung of thew terms and fiscal expansion (and 
deficits) m preelectoral years Thus, even when the pubhc sector emplovment relative to the 
total emnplo~ment has de~reased somewhat from 1980 to the present, the ratlo of non- 
f i n a n ~ ~ a l  pubhc. sector eyenditwe to GDP has not been reduced 

4s shonn m Table 1, US LUD h a n d  ass~stance to Costa h c a  dumg the penod 
1982-1 989 nas by far the largest of the 50-yr penod analyzed It IS a fact that am external 



fmancmg (spec~allv grants) reduce the urgency of adjustment However, the funds that 
US iUD made avdable to Costa Rxa dumg the early and mld-1980s helped reduce the 
cost of the adjustment M ~thmf changtng its duectIon In other words, the influx of grant 
h d s  %%as mearungfid but not sufficient to fully compensate for the prevaslmg forelgn 
exchange shortage Thus, as shorn m Table 2, Costa F k a  s unports for the vears 
foUowng the emergence of the c m ~  were reduced sigmficantly and, gwen the countn, s 
Iugh dependen~e on unported mputs, exports decreased as well The trade balan~e 
unproved but the ~urrent account contulued to be negatrve m spite of the accelerated 

depreciabon of the Costa hca 's  Colon w-a-ws the US dollar 

Table 2 
Costa hca 's  Post-Cns~ Current Account Positton 

(In d o n s  of current US dollars) 

hferchand~se 
&r E\ports Imports Trade Bal Current Acc 

S o u ~ e  Vargas, T R y 0 Saenz, 1994, Table SS-1 

iirithout that assistan~e, the exchange rate would have had to mcrease many tmes 
more than it I d  m order to balan~e absorphon wth external financmg possrblhhes Imports 
(and mestment) would have decreased more than shown m Table 2 and so emplovment 
and general welfare The social &slocattons that th~s would have produ~ed would have 
been s ~ ~ c a n t  However, as documented by Cespedes T! H and R Tunenez (1990, p 
113-1) "The eLonomL mdmtors of f d y  weEire revealed a detenorahon dunng the 
eLonolrvL cnsis and an mprovement afterwards Thus, dumg 1981 and 1982 there was a 
general detenorahon of the purchasmg power of the popdahon Real salanes mproved 
after the msis m such a way that by 1989 thev have recuperated  the^ 1980 levels With 
the eLonoimc recovery the wage earners mcreased then mcomes faster than the growth of 
the country s per ~aplta mcome" 

It should be menhoned, however, that strrctu sensu balance-of-payments support 
should have riot been accomparued by "local currency' development fmancmg, because 
this ~reates neu expend~tures, svhtch mcrease absorpQon, wMe the ~dea of bdan~e-of- 
p a  lnents support IS to fmance a gn7en level of absorption The local currencJ component 



m a way, also mphed some h d  of expense dzrzg~sme and, more mportantly, contributed 
to an undue ekpanslon of the money supply In h s  sense, a techcal  report (Belt, J 4 ,  
1992, p 2) mchcates that "even though there has been a fmly restncbve fiscal stance" on 
the part of the Calderon 4drmrustratson 

"Expans~on of the monetary base (currency rssue plus commercial 
b d  deposits at the Central B a d )  dumg the past three years has 
resulted largely from reserve mcreases, Central B a d  losses, and 
monetmbon associated mth AID programs Monetmtlon assoc~ated 
smth 41D program has been the equvalent of about 50 percent of 
the excess elpmslon of the monetary base d m g  the penod 1989-91, 
and therefore a large proportton of the d a b o n  of the past three years 
has been Laused bv AID" 

Th~s  led hlr Belt to cons~der that the " e h a b o n  of monefizahon associated wlth 4ID 
programs should be the h&est pnonty of the US 4ID/CR Mss~on"--a recornmendabon 
that the author m pmciple endorses 

Irrespecbve of how noble they were, the development projects financed wlth the 
lo~a l  cunencj ~ounterpart, even when "mutually agreed-upon" by GoCR and US 4ID, 
n ere suble~t to pressures from mfluenbal groups (e g , CIAP 4, INC 4E, U 4C 4, CINDE) 
The funds deduited to finance low-cost housmg dumg the h a s  A h s t r a b o n  helped it 
fulfill Lampagn proiruses on tIus respect Pubhc roads and schools unproved with US 41D 
lo~al  LurrenLs financmg constitute s d a r  examples--and, m a war, consbtuted pubh  
sz~tor expenses that &d not c q r  the approval of the Legslabve 4ssembly Tlus led some 
people to ~ n h ~ l z e  the "parallel State ' that USAID local currencv fmancmg helped create 
Howel er it could be also argued that uunconQhonal supply of grant funds could have easlh 
tempted the mumbent admstrabons to Incur new expendltures, to serve short-term 
( m v o p i ~ ~ )  pohtul  mterest and not necessarily to finance (long term) stru~tural reforms 
Tomt US 4TD-GoCR local currency prograrnmmg could have reduced such nsb 

Cre&t to elporters under USAD'S creQt h e s  was to a great extent grven at below- 
market rates and thls opposed the general drechon of the reforms Also, some of the 
purposes fmaninced by US 4ID under the local currency component mduced rent-seehg 
behmor to the extent that the w o r h g  con&bons m and, especiall~r, remunerabon levels 
of, the respectne non-profit orgmza&ons that they served were above average To the 
extent that the senxes rendered bv the orgamzabons created by USAD were free for then- 
fmal chenteles, m some cases h s  made them supply- and not demand-dnven The 
s~holarshp program, although not too expenslce m dollar terms, rendered ample benefits to 
the countw because its beneficlanes presently occup~~ unportant pohc~f-mahg poslbons 
and or are respe~ted opmon mahers (There seemed to be a httle has  m the conLession of 
scholarshps to sons of already mfluenhal Costa hcans, and not to the members of grass 
roots ~ommurutles) The recornmendabon on h s  respect 1s to try to use more coinpetltlve 
means for the ctllo~at~on of funds under local currency development projects and give end- 
users more sw mg m the kmd of semces rendered 



The above cwcumstances, however, conshtute pecata mr?mtra when compared wth 
the enonnous benefits that USAID grants to the GoCR brought dunng a period when 
forelgn elchange was so necessary for the coufitry to m m t m  its purchasmg power and 
d\mnusm U ithout US 4ID's help the structural adjustment process would not have been 
as smooth as ~t turned out and the cost of the economc adjustment would have been 
hgher--perhaps unbearable 

In summary, as far as the condltlonrng is concerned, it s the author's opmon that 
even though it was not necessmly an USAID'S o n p a l  idea, because m many respects ~t 
coincides with that estabhshed b ~ r  leadmg multdateral agencies, such as the World B a d  
IBD and 11\IF7 it was adequate, well-meant and proper, for grants wthout the nght 
cond~tiomg Oust We the easy edernd commercial loans avadable d m g  the 1970s) onh~ 
sene to finan~e the dsequhbnurn On the contrary, grants conhhoned to the adopbon of 
the reforms that lead to sustamed and shared growth, reduce the cost of the adjustment 
pr ocess 

US4ID and multtlateral mWuhons collaborated effectwely wrth Costa h ~ a n  
eeononuc authontm (~vhch, m general, after the cnsis favored market-onented reforms) 
and cross-con&tionahW was properly agreed among them USAID-CR m general managed 
the h h g e  between condrbons and &sbursements appropiately 

The aboxe leads the author to beheve that U S m  Impact on Costa hca 's  
development dunng the last fifty years was very positive 

TG file 4IDFIN.V 
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